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DONALD C., ALEXANDER
COMMISSIONER OF INTERNAL REVINUE
BEFORE THE
SUBCOMMITTEE ON GOVERNMENT INFORMATION . %
- _ - aND INDIVIDUAL RIGHTS |
| o OF THE
COMMITTEE ON GOVERNMENT OPERATIONS
 OF THE )
U.S. HOUSE OF REPRESENTATIVES

MAY , 1976

- Ms. Chairwoman and Members of the Committee:
! . - - : .-

I am pleased to have this opportunity to meet with j}o?.z and diséués
the provisions of H.R. 12039, a Bill to amend the Privacy Act of
. '1974 as they would affect the operatlons of the Internal Revenue Service,
Certainly, all of us here are mmdful of the 1ssuc% amf:} events whmh
have léd Ms. Abzug to introduce the measurers embodlea by . R. 12039.
You can be assured that the pfesent bélicjflal'f,d }ét‘b@é(ﬁ)ﬁ@g of the In.te:fnél
Revenue Service_ do not permit, or tolera‘;g;, the ki.}qu" ,Of abuses identified
in the proposed lmgisl"tion\‘l | | |
‘ The Blll does contain, however several provisions \\.thh glve
\.JS problems. The balance of my statement discusses these problems_
" and comrients on some of the Stlbcommiftﬁee’s 6&1@7.“‘ aljea,é of i.x;zquiry. |
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One problem concerns the Bill's provisions relating to
persons with respect to whom informatioﬁ was included in the files
established by the Special Sefvice Staff. This Staff was created -
in 1969 and all activiiies we-re‘ terminated in 1973, The Stafl's files
would have be;cn destroyed long ago if Congressional leaders
had not asked that they be retained. These files are inaclive
and outdated .and, because of thiz, considerable time and effort

would be required to comply .7ith the Bill's noﬁfication require-

ments. Detallcd checks would have to be made to de termum

S

current addresses of all persons included in the files, Als ;o, some
individuals included in the file may be deceased and or'fanizations

liquidated or oiher vise disposed of since Qpec;al Service Staff

B gk o 8 0 i 8 Y e L 4 b 2 & L g

ac’uvxues were tcrmmated In addztlon ‘to my know]edde none

.. Bt bl b 00, 8 var etk g

of the i *formatlon included in the files was ever u%ed for purposec

: other then those spemfmally 'mtnorlzed by statu’toﬂr,o cnforce the

1nterna1 revenue laws. In view of this, 1 qulOLiSl}’ qucs’uon the

'advantages to be gamed frorn incurring the subqtantml cogts
required to inform pe rsons mentioned in the fllcs that they are
mentioned and can have all information about them destr oy ed
The Serviqe will, of course, continue to preserve the Speciél
_ N _ A
Service Staff files until the needs of the select Co:1g;*eésiox1’al

Committees have been met, Arrar'gements will then be made

with the Senate and House ]e'tdershlp for dis sposition of the ftlcf;

o
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accordance with Presidential direclives and as otherwise_:' ‘
provided by law,

Another problem relates to fhat portion of I, R. 12039 \&’}?1?(1‘-‘;}_
provides that Federal agencies maintai;ing information about
certain persons must notify such persons of this fact, furnish
them with a clear and concise s\ta’tement of their rights ﬁnder
the Privacy and Freedom of Information Acts, and give them
the rig.ht.to require that all coEies of the information included in
files be destroyed. Persons subjiect to this proyision are those

- who wére ""the sender or receiver of any written conﬁnunication,
or communication by wire, cable, radio, or other .means, which
was intercepted, recorded, or otherwise examined, by the agency
without a search warrant, or without the Qonsént of b.oth the gender
and receiver'. I assume ’that this 1anguaée relates tb information
ob’tamed through illegal 1nvest1gatwe procedureo. IIowever, without
further clarification, the Bili's ]'mrfuat*e as 1’[ rel’*trzs to the Iqternal
Revenue Service, could be mtcrpretbd io 1nc1uoe mrtually every
'written or other exchange betwee_n two persons involving the determi-

nation of a taxpayer's correct tax liability, This interpretation would

place severe resiriciions on the Service's ability to obtain and review

=

bank statements, insurance records, financial reports, sales znd

parchases invoices, and other data directly related to dntermmavlon

of tax liability. ‘This type of information, which is now legally

Lot

obtainable by »hc Scrvice for-ta¥ adfinistration pLupOb €s, is usually

L
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secured from third parties under Code provisions authorizing

the use of administrative summonscs for the information to persons

[,

in possession of the requested data, The rccipient of the summons
can, of course, refuse to honor the summons and request a . %
court hearing to determine if the data should be made available
to the Service. To avoid potentiaLprob-lems from misinterpretation
of the Bill's provisions in this area, I strongly recommend that
the provisions be modified to clearly state that ihey apply only to
information obtained from communications using 11100(11 1nvcst1g satlve
methods., ‘

Our final problem with the Biil concerns the pericd covered by
its ;Jrovisions. Since the Bill contains no effective date and
provisions concermng the notlflcauon of persons suégem to illegal
information gaihermg activities are all w ritten in the past tense,
I assume that the effective date is the same as that of the Prwvcy
Act whlch it amends and that the no uflcatlon prowcsmns onl;

apply to information 111eg'111y obtained prlor to thlo date and s still

maintained by the Service, If this is ihe 1n’mm of ihc propo ed

legislation, the provisions of the Bill Qhould be clmenc*ed to doarly

reflect their retroactive nature

In addition to the above specific éomments about -pro-visions
of the Bill, I would, in ﬂle belief that it may ,be helpful, like '110"'
comment on Service files other than the Special Service %aﬁ'
files which are directl ¥ dcalt with in the Bill. In my Judg_men t,

\l

none of these files are covered by provisions in . R, 12039;
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however, it is possible that the present language in the 33111

could be interpreted to cover our regular tax fmdmlmstratlon files.

All of the information in the files is totally relevant and necess;ﬂ:?"y

to accomplish the Servicé mission of enfoicing the internal reveriae
laws, The records are as accurate as »we can make them and

contain no injformation about how any i-ndividual exercises righis
guaranteed by the IMirst Amendment.

" As yéu- know, the Service ‘collects and maintains files :
containing enormous quantltles of mformatlon covemng every
taxpaying entity in the Nation, This information is essential in
determing a ’caxpayer's proper tax liability. The vast pfepqnderance‘
of this data is submitted to us, timely and accﬁrately, by the tax-

* .
payers themselves, However, the Service does collect additional

information regarding taxpayers, under three general sets of

- circumstances,

‘The first and bj far‘ the larﬁe;s;t 1c our norvnall aﬁdit process,
where we are generally seekmd evidence to %upport 1nformatlon
reported on tax returng; In the second set of m.rcumst:mce
ad(htlonal information regardmg taxpayers is sought by the Service,
in conne‘c’don with specific tax investigations, where wé have estublished

a controlled case file ba ed upor data alro’ldy in our hands that

: suggests the probable exlqtence of criminal or civil tax fraud

The estlbllshment of such an 1nvest1gat10n wil? frequently

have come about as a result of our normal audi* .pl'_ocedures, such

AN

as the applicé'tion of the discriminant function by our Service

Center computers, or as a result of data acquired ncident to

v
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the audit of another taxpayer. The collection of specific, case-
related information is made through legal law enforcement .

) 3
investigative methods, such as personal interviews and the

examination of third party records using administirative summonses,
The third set of circumstances in which information is gathered
by the Service, which may be described as "inielligence gathering',
involves the evaluation of a variety of information items {rom
many sources as potential indicators of revenue non-compliance
-or of breaches of°iﬁtegr-ity by our employeeé. A1l of these files
contain information vital to the tax administration process.
Without it, the Service would be hard-pressed to meet its respon-
sib.iliti'e.s for administrating th;e internal revenuc laws in a_-fair. aﬁd
eqﬁitable 'way. ' I suggest, -therefore_, that the‘prox:'isions of thc
Bill be revised or that the corﬁmittee report be_wfitteﬁ to inak.e it
very clear that the.f'iles 1 hav‘e descriﬁed are nQ{-t subject to the
privacy protectién procedures contained Jn H.R _. 12039,

I hope these comments will be héipful to you in c'ons'idering
the proposed legislation, I\'Iy assocviates arid_ I will be ‘gla‘d fo

answer any of your questions.

T~
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